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E.O. 11652: NA 
TAGS: BEXP, MTN, JA 

SUBJECT: TRADE FACILITATION COMMITTEE: NTT'S PROCUREMENT 
POLICY 

REF: (A) STATE 154923, (B) TOKYO 11081, (C) TOKYO 5273, 

(D) TOKYO 5932 

1 . SUMMARY: IN RECENT CONVERSATION WITH EMBASSY OFFICER, 
NTT OFFICIALS EXPLAINED NTT'S PROCUREMENT POLICY. IN 
ORDER TO INSURE QUALITY, CONTINUITY OF SUPPLY, AND 
STANDARDIZATION NTT BUYS ONLY FROM DESIGNATED 
SUPPLIERS. NTT HAS NO MANUFACTURING ARM LIKE WESTERN 
ELECTRIC SO IT MUST WORK WITH SELECTEDDOMESTIC MANU- 
FACTURERS TO DEVELOP NEW EQUIPMENT AND IN TURN MUST BUY 
THE EQUIPMENT FROM THEM. NTT HAS NO PLANS TO ADD NEW 
DESIGNATED SUPPLIERS, EITHER FOREIGN OR DOMESTIC, TO ITS 
CURRENT LIST. SINCE CHANGES IN NTT PROCUREMENT INVOLVE 
DEEPLY ENTRENCHED VESTED INTERESTS AND WILL BE SLOW IN 
COMING, EMBASSY IS PUSHING REVISION OF NTT TARIFF AS 
SOLUTION TO TFC CASE 6 (GENERAL DATA COMM). END SUMMARY. 

2. EMBASSY OFFICER RECENTLY MET WITH NTT OFFICIALS TO 
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DISCUSS NTT PROCUREMENT POLICIES. IT WAS EXPLAINED TO 
NTT THAT WHATEVER WAS SAID WOULD BE CIRCULATED WITHIN 
THE USG AS BEING OFFICIAL NTT POLICY AND THE DISCUSSION 
PROCEEDED ON THAT BASIS. 

3. TENDERS: NTT'S BASIC POLICY IS TO USE OPEN 

TENDERS FOR PROCUREMENT OF EQUIPMENT. THEORETICALLY 
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TENDERS CAN BE SUBMITTED BY ANY COMPANY, FOREIGN 
OR DOMESTIC BUT, AS AN "EXCEPTION" TO THIS GENERAL RULE 
NTT NEGOTIATES PURCHASES OF EQUIPMENT FROM 
SPECIFIC SUPPLIERS. IN ACTUAL PRACTICE, HOWEVER, 

96 PERCENT OF NTT PROCUREMENT IS DONE ON A NEGOTIATED 
BASIS AND TENDERS FOR THE REMAINING 4 PERCENT ARE 
ACCEPTED ONLY FROM DESIGNATED SUPPLIERS. ALL PROCUREMENT 
THEREFORE IS ’'EXCEPTIONAL" AND THERE IS SUBSTANTIALLY 
NO OPEN TENDERING FOR ANY OF NTT'S PURCHASES. NTT DEFENDS 
THIS PRACTICE ON THE GROUNDS IT IS NECESSARY TO INSURE 
THAT EQUIPMENT USED IN THE NTT SYSTEMS IS COMPATIBLE 
WITH THE EXISTING NETWORK AND MEETS NTT'S HIGH QUALITY 
STANDARDS. IT IS IMPOSSIBLE TO HAVE A HETEROGENEOUS MIX 
OF EQUIPMENT IN THE SYSTEM SO NTT MUST RESTRICT PURCHASES 
TO SPECIFIC SUPPLIERS. 

4. JOINT DEVELOPMENT: NTT HAS NO MANUFACTURING ARM 

AND THEREFORE MUST WORK WITH MANUFACTURERS TO DEVELOP NEW 
EQUIPMENT. SINCE NEW EQUIPMENT IS DEVELOPED WITH THE 
COOPERATION OF A SPECIFIC MANUFACTURER NTT MUST BUY THE 
EQUIPMENT ONLY FROM THAT MANUFACTURER TO INSURETHAT THE 
MANUFACTURER WILL RECOUP ITS INVESTMENT IN R AND D. 

SINCE NTT IS COMMITTED TO BUY EQUIPMENT FROM A CERTAIN 
MANUFACTURER AS A QUID PRO QUO FOR ITS COOPERATION IN 
DEVELOPMENT, NTT CANNOT BUY SIMILAR EQUIPMENT FROM OTHER 
SOURCES. NTT CARRIES OUT RESEARCH ON BASIC TECHNOLOGY 
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IN ITS LABORATORY USUALLY WITH THE COOPERATION OF 
A SPECIFIC MANUFACTURER. AS DEVELOPMENTS ARE JOINTLY 
PATENTED, COOPERATING MANUFACTURERS HAVE PROPRIETARY 
RIGHTS IN THE EQUIPMENT AND TECHNOLOGY. 

5. QUALITY CONTROL AND DESIGNATED SUPPLIERS: NTT 
MUST PROTECT THE INTEGRITY OF ITS SYSTEM BY INSURING 
THAT ALL EQUIPMENT USED MEETS ITS RIGID QUALITY STANDARDS. 

IT INSURES THIS QUALITY BY SELECTING ONLY EQUIPMENT 
MADE TO NTT SPECIFICATIONS BY COMPANIES KNOWN TO HAVE 
HIGH TECHNICAL AND MANUFACTURING STANDARDS. NTT INSPECTS 
PLANTS TO INSURE THAT MANUFACTURING IS BEING DONE TO 
STANDARDS AND TO INSURE PRODUCT QUALITY. NTT SAYS IT 
WOULD BE VERY DIFFICULT FOR IT TO MONITOR MANUFACTURING 
IN FOREIGN COUNTRIES SO IT BUYS ONLY FROM DOMESTIC 
MANUFACTURERS. NTT WILL DESIGNATE AS SUPPLIERS ONLY 
THOSE COMPANIES IT KNOWS CAN MEET ITS STANDARDS AND 
WILL BUY ONLY FROM THESE COMPANIES. THERE ARE MANY 
JAPANESE COMMUNICATIONS EQUIPMENT MAKERS WHICH ARE NOT 
DESIGNATED NTT SUPPLIERS, AND NO FOREIGN COMPANIES ARE 

ON THE LIST. THERE ARE NO FORMAL PROCEDURES FOR 
APPLYING TO BECOME A DESIGNATED SUPPLIER. BECAUSE OF 
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THE CURRENT BUSINESS DOWNTURN AND SLOW PROSPECTS FOR 
NTT GROWTH, NTT HAS NO PLANS TO ADD ANY COMPANIES, 

FOREIGN OR DOMESTIC, TO THE PRESENT LIST. 

6. SPECIFICATIONS AND STANDARDS: NTT AS A MATTER OF 
POLICY DOES NOT MAKE SPECIFICATIONS FOR EQUIPMENT IT 
PURCHASES AVAILABLE TO NON-DESIGNATED SUPPLIERS. IT 
FEELS THAT THE SPECIFICATIONS ARE PROPRIETARY INFORMATION 
SINCE THEY OFTEN CONTAIN KNOWHOW DEVELOPED WITH 
DESIGNATED MANUFACTURERS AND CAN ONLY BE MADE AVAILABLE 
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TO THOSE MANUFACTURERS. NON-DESIGNATED MANUFACTURERS 
CAN SUBMIT PRODUCTS FOR TESTING AND NTT WILL SAY IF THEY 
MEET NTT'S STANDARDS, BUT WILL NOT SAY WHAT THE STANDARDS 
ARE. SPECIFICATIONS GENERALLY ARE DESIGN RATHER THAN 
PERFORMANCE BASED. 

7. NTT AND ITS SUPPLIERS: ONE OF NTT'S MAIN FUNCTIONS 
OVER THE LAST 100 YEARS HAS BEEN TO DEVELOP THE TELE- 
COMMUNICATIONS INDUSTRY IN JAPAN AND IT IS RESPONSIBLE 
FOR THE WELFARE OF ITS DESIGNATED SUPPLIERS. IT FEELS 
IT MUST SUPPORT THESE SUPPLIERS TO ASSURE ITS SUPPLY OF 
EQUIPMENT AND TO MAINTAIN CONSISTENT QUALITY. IT IS 
VERY RELUCTANT TO PURCHASE FROM FOREIGN SUPPLIERS WHOM 
IT FEELS WILL NOT STAND BEHIND THEIR PRODUCTS OR 
GUARANTEE THE SUPPLY OF ESSENTIAL COMPONENTS TO NTT 
OVER A NUMBER OF YEARS. IT POINTED OUT THAT THIS SAME 
POLICY OF FOSTERING DOMESTIC INDUSTRY TO ASSURE SUPPLY 
AND QUALITY WAS FOLLOWED BY TELEPHONE COMPANIES IN MOST 
COUNTRIES OF THE WORLD INCLUDING THE U.S. 
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8. COMMENT: NTT IS A SEMI-GOVERNMENT ORGANIZATION, AND 
THEREFORE NOT LEGALLY BOUND BY PROCUREMENT REGULATIONS 
FOR GOJ MINISTRIES AND AGENCIES. (SEE TOKYO 5273 

PARA 6-8 AND REF D.) NTT IS ADMINISTERED BY THE 
LIMITED OFFICIAL USE 
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MINISTRY OF POST AND TELECOMMUNICATIONS (MPT) WHICH WAS 
CHARGED WITH SUGGESTING TO NTT THAT IT FOLLOW THE 
JANUARY 13 CABINET ORDER AND MR. AKIKUSA'S CALL ON THE 
PRIME MINISTER IS PROBABLY A REACTION TO MPT'S 
SUGGESTION. ENTRENCHED INTERESTS WITHIN NTT WILL MAKE 
IMPLEMENTATION OF THE SUGGESTION VERY DIFFICULT, 

HOWEVER, AND NTT IS NOT LEGALLY OBLIGATED TO DO SO. 

9. THE COMMENTS IN MR. HANAOKA'S LETTER OF MARCH 14 ARE 
NOT NECESSARILY INCONSISTENT WITH NTT'S CURRENT 
PROCUREMENT PRACTICE. AS STATED ABOVE, NTT DOES HAVE 

A STATED POLICY OF OPEN TENDER PROCUREMENT EVEN THOUGH 
IT IS NEVER USED FOR THE REASONS GIVEN. THE "CATCH 22" 

IS THE LAST SENTENCE OF MR. HANAOKA'S LETTER. 

"...PURCHASE OF MODEMS WILL CONFORM TO THE FULFILLMENT 
OF VARIOUS NECESSARY CONDITIONS REGARDLESS OF THE MODEMS 
ORIGIN." NTT FEELS THAT ONLY THE PRODUCTS OF ITS 
DESIGNATED SUPPLIERS MEET THE "NECESSARY CONDITIONS" 

AND SO IT WILL NOT PURCHASE PRODUCTS OFFERED BY NON- 
DESIGNATED SUPPLIERS, EITHER FOREIGN OR 
JAPANESE. ITS PROCUREMENT PRACTICE IS, THEREFORE, 

CONSISTENT WITH THIS STATEMENT MADE TO MR. HANAOKA. 

10. BECAUSE OF THE LONG STANDING RELATIONSHIPS BETWEEN 
NTT AND ITS SUPPLIERS IT WILL BE VERY DIFFICULT FOR 

NTT TO MAKE ANY CHANGES IN ITS PROCUREMENT PRACTICES 
IN THE NEAR FUTURE. BECAUSE OF THESE DEEPLY ENTRENCHED 
VESTED INTERESTS, THE EMBASSY FEELS THE MOST LIKELY 
SOLUTION TO THE MODEM PROBLEM IS A CHANGE IN NTT'S 
TARIFFS AND IS WORKING ALONG THOSE LINES (REFTEL B). 

NTM EFFORTS ON GOVERNMENT PROCUREMENT (I.E., WIDENING 
THE APPLICABILITY OF OPEN PROCUREMENT PRACTICES TO 
GOVERNMENT CORPORATIONS AND OTHER ENTITIES) AND TECHNICAL 
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BARRIERS CODE MAY OFFER SOME HOPE, BUT WE 
DOUBT THAT NTT WILL CHANGE ITS WAYS VERY SOON. 

MANSFIELD 
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